• Bill at Production: 3% of net variance in material, labor, variable overhead, labor rate variance, and the variable and fixed overhead spending, assuming favorable variances
The bear is hand made and the quality of material acquired by purchasing can negatively affect production generating excess waste or potentially jeopardizing the quality of the product. Marketing sells the bear through catalogs, company's retail store adjacent to the factory, Internet sales, wholesale to department stores, toy boutiques, and other specialty retailers. Most orders are shipped the same day as they are received. Commissions of 3% are paid on retail store sales and sales to wholesale buyers, no commissions are paid on catalog sales. Internet sales began in 1997 with bears being sold at a wholesale price of $32.
The Marketing and the Purchasing departments seem to be operating well, but the Production department manager has identified the following problems: production was affected by materials ruined during flood, raw material is substandard, high rate of product stock-out, deviations from standard production plans, overtime to met sale demands is high, overworked staff, plant is at maximum capacity, and maintenance is almost impossible to be scheduled.
Analysis of the Case

Non-quantitative
BTC could work an alliance with its supplier in such a way that raw material is guaranteed to meet high levels of quality. Currently Bill in production receives the raw material from David at purchasing, so inspections for defective material happen at the time of production and under the pressure of orders piling up awaiting production. David does not have any incentive to provide quality, but just to reduce his cost.
Current incentive plan is not working to the advantage of the Production department, it is not fair to have bonus linked to factors that cannot be controlled by the responsible manager. Incentives are structured in such a way that they encourage "low balling" revenue figures by the Marketing and "high balling" raw material price budgets by the Purchasing manager. A budget of zero sales to be achieved by the Internet deployment, supported by an expensive national radio campaign, is not acceptable and should not be rewarded. 
Quantitative Analysis
Incentive Program
It is my opinion that the incentive program at BTC is the major contributor to the unfavorable variances.
David Hall is rewarded for purchasing "cheap" raw material, which is affecting production. Rita is rewarded for selling products over the Internet at prices that are not appropriate. For a bonus allocation in dollars please refer to Exhibit 7, Incentive Plan (better named: "Let's all gang against poor old Bill").
While David pockets $9,636.62 ($48,183 @ 20%) by purchasing substandard polyester fillings for the bear, Bill looses $2K due to additional filler required for production of a quality bear. There is no reasoning on how Rita sets the price for the Internet bear. Rita set a low price on the bear causing an unfavorable mix variance and there is no reasoning on how she established the budgets; overall she is favored by both moves, hurting the company's profits.
Overtime
This is due to the inefficient use of labor, adding to the low morale of the employees. The unit labor requirement went from 1.2 to 1.7 due to the poor quality of raw material. The pay rate went up 17 cents due to new hires that had to be enticed to work at BTC. All these problems can be associated with the order base production scheduling, causing a "knew jerk reaction" in the system every time a new order is received, forcing employees to work overtime (See Exhibit 8 for more details). The case makes it clear that there have been no technology improvements in the past five years at BTC. Fixed manufacturing overhead is favorable due to the higher volume of items sold, but it does not reflect on the performance of the firm, since this is due to the low Internet price.
Recommendations
Production
Bill should consider going to a forecasted production cycle, allowing a better distribution of the work load over the year (reducing overtime from 9.11 to 8.47), allowing time to mentor new employees (as attrition rate would be hire), allowing for scheduled maintenance without worrying about capacity during peak production times, and dedicate more time to the cleaning of the machinery (there is a substantial drop in cleaning material cost, in this industry this can be associated with a higher maintenance expense, see
Exhibit 2b
). The quality management effort should be integrated to supports the overall strategy of maintaining a high quality product at BTC. The integration of marketing and production could yield better production schedules to be developed; this integration can be accomplished by establishing shared goals between the two departments. With better production schedules BTC could identify bottlenecks and make sure that those are never starved for work 6 , reducing overtime demands during peak demand cycles.
Overtime Premiums have been rising at an alarming rate (1619% in 1998, 1055% in 1997, see Exhibit 2b);
this has very bad consequences on the company's bottom line 7 .
Production planning should increasing employee morale, allow for proper maintenance of equipment and reduce the risk of breakage during peak production times, and allow for planned training of new employees. In order to offer a higher quality product and impact the reduction of overtime, Bill has to consider upgrading some of the outdated equipment, especially replacing the equipment that reduces overtime and maintenance cost. The company is operating near to capacity; new equipment should alleviate the production bottlenecks and provide the foundation to reduce the overtime labor cost. If Bill is not familiar with new technologies in this industry, he should seek support from consultants in this area.
Incentive Plan
The incentive model should encourage accurate reporting by encouraging the right behavior, thus discouraging "low or high balling" while developing budgets (see Exhibit 3). 
Balanced Scorecard
BTC's Balance Scorecards should be aligned to support the corporate strategy, both short and long term.
Incentives should be assigned to the degree the different measures contribute to the corporate goals.
Managers shall respond to incentive, thus supporting corporate goals (see Exhibit 9 for details). A Balanced Scorecard typically includes measures in each of four areas: Financial, Customer, Internal
Business Processes, and Learning and Growth 8 . Some organizations add other dimension to support their strategy, or replace one of the four perspectives with one that uniquely reflects their mission and strategy.
In the case of BTC the identified areas are: Corporate (BTC), Marketing, Purchasing, Production, and Management 9 . The proposed set of Balanced Scorecards for BTC is presented in Exhibit 10.
7 It sounds like the previous manager was a former student of Dr. Page, since the "two envelop" strategy was employed. $ 4, 993 $ 6, 842 $ 6, 119 $ 5, 485 $ 4, 996 Maintenance Labor $ 415, 224 $ 256, 883 $ 232, 798 $ 244, 037 $ 216, 142 Maintenance Suppliers $ 27, 373 $ 15, 944 $ 12, 851 $ 15, 917 $ 14, 323 Miscellaneous $ 13, 142 $ 11, 244 $ 9, 921 $ 8, 906 $ 7, $ 121, 417 $ 119, 786 $ 117, 243 $ 116, 554 $ 113, 500 $ 28, 500 $ 28, 500 $ 28, 500 $ 28, 750 $ 88, 750 $ 88, 750 $ 88, 750 $ 88, 750 Insurance $ 62, 976 $ 61, 716 $ 57, 211 $ 55, 544 $ 54, 988 Property Taxes $ 70, 101 $ 70, 101 $ 68, 243 $ 68, 243 $ 66, 114 Supervisory salaries $ 287, 153 $ 274, 538 $ 275, 198 $ 269, 018 $ 254 
Balanced Scorecard 12
The actions of management are not static but, rather, are dynamic over time. A round of performance improvement (usually every year at the time budgets are being developed) may result in an increase in the goals that have been established by the manager and their supervisor. (see Figure 1 ) An analogy may be useful at this point (see Figure 2 ): just as in high jumping, the goal (bar) is not set at the point at which it will eventually end. It is set lower, and as the jumping progresses, it is steadily moved higher. As the jumper clears it at lower heights, the bar is moved up. Each time the assessment (depicted by the black line in the graph) approaches or exceeds the goal (depicted by the gray line), the goal is increased until performance is at a level at which further improvements may not be desired. The management group of a corporation will develop plans for the year, 
